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COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION

AT RI CHVOND, NOVEMBER 5, 1998

JA NT APPLI CATI ON OF
CASE NO PUA960057
DELMARVA PONER & LI GHT COVPANY
and
DELMARVA CAPI TAL | NVESTMENTS, | NC.

For approval of transactions under
Chapter 4 of Title 56 of the
Code of Virginia

ORDER DENYI NG APPROVAL

Del marva Power & Light Conpany ("Del marva") and Del marva
Capital Investnents, Inc., ("DCI") ( collectively referenced as
"Applicants") filed a joint application with the Comm ssion
seeking retroactive approval pursuant to the Public Utilities
Affiliates Act or an exenption fromthe filing and prior
approval requirenents of Chapter 4 of Title 56 of the Code of
Virginia. |In their joint application, Applicants request
approval of the following: 1) the provision of services by
Del marva to its subidiaries, both under a nanagenent fee
agreenent and ot herw se; 2) transactions regardi ng the Del anare
Cty Power Plant; 3) transactions regarding the sale and
contribution of real property to affiliates; and 4) the initial
and subsequent capital contributions by Delmarva to its direct

subsi di ari es.
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Since the filing of the joint application, the Conm ssion,
in Case No. PUA970008 (Order entered August 6, 1997), approved
the corporate reorgani zation (nerger) of Delnmarva and Atlantic
City Electric Conpany. Pursuant to that nmerger Delmarva and its
direct/indirect subsidiaries becane whol | y-owned subsi di ari es of
Conectiv, Inc. The Conm ssion also approved, in Case
No. PUA970040 (Order entered June 18, 1998), the establishnment
of a nutual service conpany and certain affiliate transactions
and the granting of a dividend to Conectiv, Inc. of Delmarva's
direct/indirect subsidiaries.

DCI was a whol |l y-owned, direct, non-regul ated subsi diary of
Del marva incorporated in Delaware. DCl had a nunber of direct
or indirect wholly-owned subsidiaries that were Del aware or
Pennsyl vani a corporations. |In addition to DCl, Del marva had
three other direct, non-regul ated subsidiaries: Delnmarva
Servi ces Conpany, Delmarva Industries, Inc., and Del marva
Energy, Inc.

Al of Delmarva's indirect subsidiaries (eighteen) were
Del aware or Pennsyl vani a corporations and were whol | y- owned,
directly or indirectly, by DCl. None of Delnmarva's direct or
i ndi rect subsidiaries was engaged i n any busi ness anywhere
wi thin the Comonweal th of Virginia.

Del marva's corporate policy regarding transacti ons between

itself and its subsidiaries kept its regulated utility service



activities separate fromthe activities of its direct and
indirect subsidiaries. Delmarva also tracked and directly
assigned costs to its subsidiaries on a fully allocated basis,
t hereby preventing any cross subsidization of subsidiary
activities.

Del marva is requesting retroactive approval or an exenption
from such approval for services it provided to DCl under a
managenent fee agreenent. The nmanagenent fee was in addition to
the other direct/indirect costs associated with services
provided to DCI. The nanagenent fee was based on a review of
all other costs incurred by Delmarva for its subsidiaries and
was formul ated to charge for certain m scell aneous and
supervi sory costs not practicably identifiable for direct
charging. The follow ng categories of costs were included in
devel opi ng the annual nanagenent fee: 1) executive nanagenent;
2) human resources; 3) accounting and finance; 4) general
services; 5) corporate communi cations; and 6) information
systens. In addition to the aforenentioned costs categories,
costs for annual stockhol der nmeetings, directors' and officers'
liability insurance, general liability insurance, general
post age and parking were reflected in the managenent fee. The
managenent fee was $5, 000 per nonth from 1986 to 1994; $10, 000
per month in 1995 and 1996; and was expected to increase to

$12,500 in 1997. Delnmarva stated that approximtely 3% of the



mont hl y managenent fee (revenue) was assigned to Virginia
jurisdictional cost of service studies.

Del marva al so is requesting retroactive approval or an
exenption for mscellaneous |imted support services provided to
its subsidiaries. Such services included: 1) engineering;

2) accounting and finance; 3) legal; and 4) other services
(i.e., marketing, fuel managenent, environnmental public
relations, and real estate). Delmarva stated that the

af orenenti oned services were provided, without a witten
agreenent, to its subsidiaries to enable themto operate in an
efficient manner and to ensure integration and coordi nation of
activities, information gathering and consolidated financi al
reporting. Delmarva also stated that all expenses related to
support service transactions were recorded as a receivable from
associ ated conpanies on its financial books and a corresponding
payabl e to associ at ed conpani es was recorded on the
subsidiaries' financial books. As such, no revenue was recorded
on Del marva's books and the transactions, therefore, had no

i npact on Virginia jurisdictional cost of service studies.

Del marva al so requests retroactive approval or an exenption
for services provided to the Delaware City Power Plant. Until
1992, Del marva owned the Del aware City Power Plant (located in
Del aware) and operated the plant under a contract with Star

Enterprise and its corporate predecessors. The facility was



used primarily to serve the electric and steam needs of the Star
Enterprise refinery. In 1991, Star Enterprise exercised a
contractual option to purchase the Delaware Cty Power Pl ant
effective January 1, 1992, at book value. After the purchase,
t he approximately 100 Del marva enpl oyees at the plant continued
to operate the facility as they had for nore than 30 years.
Wth the change in ownership, the work was performed under an
operations and mai nt enance agreenent between Del marva and Star
Enterprise. At the end of 1992, the contract to operate the
Star Enterprise facility was assigned to Del star Operating
Conpany, a subsidiary of DCI. Delnmarva stated that all expenses
related to the basic services portion of the O%M Agreenent, any
addi tional services, and any construction services were recorded
as a receivable from associ ated conpanies on its financial books
and a correspondi ng payable to associ ated conpani es was recorded
on the subsidiaries' financial books. As such, there was no
i mpact on Virginia jurisdictional custonmers as no revenue or
expense was recorded on Del marva's books. Any profit or |oss
was recorded below the line on Del marva's financial books and
al so had no inpact on Virginia jurisdictional custoners.

In addition, Delmarva is requesting retroactive approval or
an exenption for transactions involving the sale and
contribution of excess undevel oped real property to DCl

Del marva Servi ces Conpany and Del marva Capital Realty Conpany;



i.e., property not necessary to the operation of its utility
busi ness. Delmarva stated that it did not have the right of
em nent domain in Delaware and, therefore, was occasionally
obligated to purchase |arger parcels of |and than were necessary
for utility purposes. The book value of the real property
transferred anounted to approximately $2.9 mllion of which
approximately $2.6 mllion of such property may have been
included in Virginia jurisdictional cost of service studies at
various points in the past. |In addition, approximtely

$6.8 mllion (after taxes) was realized fromsales of sonme of
such properties.

And finally, Del marva requests retroactive approval of
capital contributions, in excess of $91 million, nmade to its
di rect subsidiaries.

Del marva stated that it did not request Conm ssion approval
for any of the transactions because: 1) the services had no
affect on electric services rendered to Virginia jurisdictional
custoners; 2) any revenue assigned to Virginia custoners was a
de m nims anount (nmanagenent fee agreenent); 3) no revenue or
expense related to the m scel |l aneous support services was
included in a Virginia cost of service study; 4) the power plant
was not located in Virginia and virtually all of the power
generated was used to serve Star Enterprise (an adjacent

industrial custoner); and 5) the real property transactions



i nvol ved property | ocated outside the Commopnweal th of Virginia
and had no inpact on Virginia custoners.

On Cctober 7, 1998, Staff filed a report detailing the
results of its review and recommendi ng denial of the requested
approvals. Staff stated that it believed that the above
transactions cane wthin the purview of Chapter 4 of Title 56 of
the Code of Virginia and that prior approval should have
requested. Staff also noted that retroactive approval was
unwarranted for the managenent fee arrangenent due to the
subsequent reorgani zation of Del marva and the inplenentation of
a new accounting systemthat elimnates the need for a nonthly
managenent fee. Staff did not believe that the Comm ssion
shoul d approve any of the transactions because the Applicants
have not provided the needed assurance that no cross
subsi di zati on has occurred anong Del marva and its affiliates in
provi ding services. Neither have the Applicants provided the
needed assurance that ratepayers have not been harnmed by the
real estate or capital contributions transactions. Finally, it
was Staff's position that, since the applicant corporations have
been extensively reorganized, no public purpose woul d be served
by granting such approval.

In its report Staff noted that it had discussed its
concerns with Del marva and that Del marva represents that, in

light of those concerns and the Conm ssion's policy established



in Case No. PUE830029, it would offer to make a one tinme refund
of $76,000 to Virginia ratepayers. In a letter dated

Oct ober 8,1998, counsel for Delmarva confirned that it would
make such refunds on its custoners' bills within 60 days after
entry of a Conm ssion order directing such refunds.

NOW THE COMM SSI ON, upon consi deration of the joint
application and representations of the Applicants and havi ng
been advised by its Staff, is of the opinion and finds that
Applicants' request for approval of the above referenced
transactions should not be granted. W w |l deny Applicants’
request for approval but will require no further action on the
part of Applicants except the agreed upon refund. Wile we
require no further action in this proceeding, we will, in the
future, expect Applicants to file for prior approval of all of
their affiliate transactions consistent with the statutory
requirements of 8§ 56-77. Accordingly,

| T 1S ORDERED THAT:

(1) The joint application is hereby deni ed.

(2) On or before 60 days fromthe date of this O der
Del marva shall conplete the above referenced $76,000 refund to
its Virginia ratepayers.

(3) The refund ordered in Paragraph (2) may be
acconplished by credit to the appropriate custoner's account for

current custoners.



(4) On or before February 1, 1999, Delmarva shall file
with the Commission's Division of Public UWility Accounting a
docunent show ng that all refunds have been | awful |y made
pursuant to this Order and item zing the cost of the refund and
accounts charged. Such item zation of costs shall include,

inter alia, conputer costs, and the personnel -hours, associ ated

sal aries and cost for verifying and correcting the refund
met hodol ogy and devel opi ng the conputer program
(5) Delmarva shall bear all costs of the refunding
directed in this Order.
(6) There being nothing further to conme before the
Commi ssion, this matter shall be renoved fromthe docket and the

papers placed in the file for ended causes.



